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BiS EAGLE EXECUTIVE BRIEFINGS

Transforming logistics: Learn from a Nobel laureate
They say the economics
matter.
Some would argue that economics has relevance across
all types of boundaries, be
they personal or business. But
does economics
apply to logistics and supply
chain management?
In fact, it
does, especially
Karl
when viewing
Manrodt
through the
lens of transaction cost
economics. Oliver Williamson, professor emeritus of
business, economics and law
at the University of California,
Berkeley, devoted much to our
understanding of this area
and received the Nobel Prize
for his analysis of economic
governance.
Williamson’s views about
how to contract with suppliers
responds to the industry-wide
need for companies to work
more effectively with their
suppliers.
Companies have been
focusing on “lowest price”
versus “best value,” which cre-

ates hidden transaction costs.
Williamson’s work, sometimes controversially, shows
this approach is short-sighted
and inefﬁcient.
Instead, companies should
be creating business relationships in which both parties
have a vested interest in each
other’s success. It is the only
way the company and its supplier can create a positive and
truly collaborative working
relationship.
Case research has validated
Williamson’s lessons, showing that companies can work
with their suppliers to drive
transformational improvements in cost structures and
performance levels.
In a recent white paper
(available for download from
vestedoutsourcing.com) we
have identiﬁed 10 lessons for
supply chain management.
Given space limitations, we
can only address No. 9, on
building trust.
Williamson also says
transaction cost economics
does not necessarily embrace
“user-friendly” concepts such
as the “illusive concept of
trust.”

He wonders what beneﬁts
might come from the more
widespread use of trust
among outsourcing buyers
and at what cost. Trust should
not necessarily supplant
power entirely and indeﬁnitely, he argues, and that
is where the credible part of
contracting comes in.
We would propose the most
effective and collaborative
contracts, the ones that are
truly credible, must include
trust.
The idea of vesting, or
committing, one’s self or
a company in a contract
arrangement implies a large
degree of initial trust in the
value of the enterprise, a
large degree of give-and-take
to achieve mutual goals and
a large degree of good faith
during the course of the relationship.
Trust is implicit in Williamson’s suggestion that it’s often
better to leave money on the
table — not insist on winning
every negotiating point. It’s
an idea that goes against the
usual low-cost, transactionbased grain in a traditional
contract.
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In a new and potentially
long-term arrangement,
constructive and strategic
contractual intentions are
sometimes hard to differentiate. What exactly are the
parties’ intentions going into
the negotiation?
If there is a strategic rather
than constructive purpose
that skews the contract in
one party’s favor “and if
real or suspected strategic
ploys invite replies in kind,
then what could have been
a successful give-and-take
exchange could be compromised,” Williamson explains.
If each party, or even one
party, has a strategic agenda
and wants to gain an upper
hand — or go muscular
— asymmetry will result. This
“could plainly jeopardize the
joint gains from a simpler and
more assuredly constructive
contractual relationship,” he
says.
“Always leaving money
on the table can thus be
interpreted as a signal of
constructive intent to work
cooperatively, thereby to
assuage concerns over relentlessly calculative strategic

behavior.”
What can result is a pragmatic and ultimately wise
outsourcing contract with
credibility from start to ﬁnish.
Advice for the Practitioner:
Leaving money on the table
may sound foolish, but when
striking a strong business
relationship, it can signal a
constructive intent to work
cooperatively that will build
an environment that is credible from start to ﬁnish.
A large degree of give-andtake is required to achieve
mutual goals.
Karl Manrodt is an associate
professor of logistics at Georgia
Southern University and editor
of the Journal of Transportation
Management. He can be reached at
kmanrodt@georgiasouthern.edu.

Note: The author would like
to thank Dr. Richard Wilding,
Cranfield School of Management;
Kate Vitasek, University of
Tennessee; and Tim Cummins,
International Association
for Contract & Commercial
Management, for their work on the
white paper “Unpacking Oliver”
which served as the basis of this
article.
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